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BACKGROUND

As an agency receiving federal financial assistance, the Departnent of

Heal th and Social Services (the Department) has responsibilities regarding
audits of sub-recipients receiving $25,000 or nore in pass-through nonies
fromthe Department. According to Ofice of Managenment and Budget (OVB)

Crcular A-128 "Audits of State and Local Covernnents," these
responsi bilities include:
1. Det er mi ni ng whet her the sub-recipient has net the audit
requi rements of the applicable OB Circul ar.
2. Determ ni ng through review of the audit report whether the sub-

reci pi ent spent financial assistance funds in accordance with
appl i cabl e I aws and regul ati ons.

3. Ensuring that corrective action is taken w thin six nonths
after receipt of the audit report when there are instances of
nonconpl i ance with laws and regul ations indicated in the
report.

4. Consi deri ng whet her sub-recipient audits necessitate adjustnent
of the Departnment's own records.

5. Requi ri ng each sub-recipient to permt independent auditors to
have access to the records and financial statenents as
necessary to conply with Crcular A-128.

W sconsin Statutes section 46.036 requires sub-recipients to provide the
granting agency with a certified financial and conpliance audit if the care
and services purchased exceed $25,000. The Departnment has incorporated
into standard | anguage for contracts between the Departnment and its sub-
reci pients that sub-recipients "shall submt to the Grantor a certified
annual audit report within 180 days of the close of the fiscal year, unless
wai ved by the Grantor. The audit shall be conducted in accordance with
appl i cabl e state and federal regulations and gui delines and professiona
standards, including, but not limted ta OWB Crculars A-133 and A-128;
the Departnent's Provider Agency Audit Quide; the Departnent's Al owabl e
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Costs Policy Manual ; Section 46.036 of the Wsconsin Statutes; and
Cenerally Accepted Auditing Standards.”

The State Single Audit Cuidelines, issued by the Wsconsin Departnent of
Adm ni stration, assigns state cognizant responsibilities to the Departnent
of Health and Social Services for certain agencies having A- 128 audits.
These responsibilities are detailed in Attachnent A

Sub-recipient audit reports nmay be one of several types, depending on the
ci rcunmstances of the entity being audited. For example, |ocal governnent
units, such as counties or Indian tribes which contract with the
Departnent, have audits performed under the requirenents of the Single
Audit Act of 1984, OVB Crcular A-128, and the State Single Audit
Qui delines, while non-profit provider agencies have audits perforned under
the requirements of OVMB Grcular A-133 and the Provider Agency Audit Guide.
However, regardl ess of the type of sub-recipient audit, the Departnent's
responsibilities for obtaining, reviewng, resolving, and finalizing the
audit are essentially the sane.

The Departnment has had separate policy and procedures statenents addressing
the various types of sub-recipient audits for which it has audit resolution
responsibilities. This policy and procedures statenent replaces FMP #28
(State/County Contracts), FMP #30 (Direct Provider/Sub-recipient Audits),
FMP #31 (A-128 Audits), and FMP #32 (County and 51 Board Financial Audits)
and is effective for all sub-recipient audits for periods beginning on or
after 1/1/91.

See Attachnent B for a glossary of terms used in this docunent.

STATEMENT COF POLI CY

The Department's policy is to encourage inproved financial and program
managenent of sub-recipient organizations while satisfying itsadmnis-
trative audit requirenments as an agency passing federal financial

assi stance to sub-recipients. To acconmplish these goals, the Departnent
will obtain audit reports fromthose sub-recipients required to have one
review audit reports to deternine whether they satisfy applicable audit
requi rements, resolve audit comments and questioned costs related to the
Departnent's progranms, make any necesary cash adjustnents, and finalize
audits within six nonths of the receipt of an acceptable report by the
Departnent. As part of the resolution process, audited agencies will, when
necessary, develop corrective action plans to address the audit comrents
and reconmendati ons disclosed in the audit reports. The Departnment will
nmonitor progress in inplementation of the corrective action plan for audit
comment s and questioned costs related to Department prograns.

Meeting these goals requires the cooperative efforts of the audited agency,
the auditor, the programdivisions, and the Ofice of Program Revi ew and
Audit (OPRA). This docunent details the division of responsibilities for
each of the five stages of the audit review and resol ution process for sub-
recipient audits: receipt of report, desk review, resolution of audit
comment s, cash adjustnents, and finalization.
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OPRA shall mmintain a systemfor tracking the receipt, desk review,
resolution of audit comments, and finalization of all sub-recipient audits.

RECEI PT OF AUDI T REPCRTS

The Departnent has incorporated deadlines for conpleting audits

and/ or sending audit reports to the granting agency into various sub-
reci pi ent contract docunents. The sub-recipient is responsible for
ensuring that audits are conpleted and sent to the Departnent in a
timely manner. OPRA shall nonitor the receipt of reports, follow up
on |late reports and recommend sanctions when appropriate for failure
to send in a report.

Deadline for Conpletion of the Audit. The audits of sub-recipients

of financial assistance fromthe Departnent shall be conpleted within
the time frame specified in the contract or in sufficient tinme to

all ow the sub-recipient to nmeet the contract deadline for sending the
audit report to the grantor, but no later than one year fromthe end
of the audit period.

Deadline for Receipt. Al sub-recipients of financial assistance
fromthe Department shall send their audit reports to OPRA. The
audit reports should be sent to OPRA within thirty (30) days of
recei pt fromthe auditor, but no later than the deadline indicated in
the contract. |If the contract does not specify a deadline for
sending the audit report to the contracting agency, or is not subject
to deadlines established in law, the audit report should be sent to
OPRA no later than thirteen (13) nmonths fromthe end of the audit

peri od.

Moni t or Recei pt . The program di vi sions, the Division of Managenent
Services, and OPRA shall identify agencies which are known to be
required to have an audit performed and the deadline for receipt of
the audit report. OPRA shall maintain this information on a tracking
system and shall nonitor receipt of audit reports, followup on late
reports, and recomrend to the program divisions when the tracking
systemindicates that it is appropriate to consider sanctions.

Required Materials. The sub-recipient is responsible for ensuring
that all required audit materials are sent to the Departnment. These
materials should include the audit report, the Managenent Letter (or
assurance none was issued) and managenent's responses to all audit
comments. As a part of desk review, the reviewer shall request any
m ssing itens before accepting the report for resolution of audit
coments.

If the missing itens are not submtted, the desk reviewer shal

deci de, based on the materials provided, whether it is feasible to
accept the report for resolution. |If resolution is possible, the
procedures |listed below shall be followed. |If resolution is not
possi bl e, the desk reviewer shall notify the audited agency in
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witing that the agency is not in conpliance with the contractua
requirement to submt an audit and shall indicate the materials which
nmust be subnmitted to come into conpliance and the deadline for
submitting those materials.

Initial Review of Provider Audits. OPRA shall performan initia
review of provider audits to determ ne the nunmber and source(s) of
financial assistance indicated in an audit report. Provider audit
reports showi ng financial assistance froma single division within
the Departnent shall be forwarded to that division for desk review,
resolution of audit conments, and finalization.

DESK REVI EW

Audit reports are desk reviewed to determ ne whether the report neets
the applicable OVMB Circul ar and other applicable federal, state and
prof essi onal standards. Depending on the type of audit and the
source(s) of funding, desk reviews may be perforned by the program

di vi sions, by OPRA, or by another State agency. For reports which
are desk reviewed within the Departnent, the desk reviewer shal
notify the audited agency in witing of the results of the desk
review. Results include: accepted for resolution, accepted for
resol uti on but additional materials needed, or cannot be accepted for
resolution until additional materials needed are received and/or
corrections are made. (For single-funded agenci es whose reports are
reviewed by the programdivisions, the Final Letter may serve the

pur pose of both the Accept Letter and the Final Letter.) OPRA shal
nmoni tor the conpletion of desk reviews performed within the

Depart ment .

Deadline for Desk Review. All audits for which another state agency
is not the cognizant state agency as determ ned by the Departnent of
Adm nistration's State Single Audit Cuidelines shall be desk reviewed
within thirty (30) days of receipt of the report. I|f additional
material is needed in order for the report to be accepted, the desk
reviewer shall send a letter to the audited agency requesting this
information within thirty (30) days of the receipt of the report and
shall complete the desk reviewwithin thirty (30) days of the receipt
of the requested materi al

Desk Revi ew Procedures and Docunentation. 1In order to ensure
compl et eness and consi stency, desk review procedures shall be
formally established by the revi ewi ng agency, and the desk review
shal | be docunented through the use of a desk review checklist or

ot her appropriate evidence of review OPRA shall establish the
procedures for A-128 audits and for multiple-funded provider audits.
The program di vi sions shall establish the procedures for their

si ngl e-funded provi der agenci es.

1. A-128 Audits. The State Single Audit Cuidelines
desi gnate State cogni zant agency responsibilities for
A-128 audits, which include perform ng a desk revi ew of
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the audit report. OPRA shall be responsible for
perform ng the desk review for A-128 audits for which
the Departnent is the cognizant State agency. (A
separate desk review is not required for A-128 audits
for which another state agency has been determ ned to
be the state cogni zant agency.) The purposes of the
desk review are to determ ne whether the audit neets
the requirements of the Single Audit Act of 1984,
Covernment Auditing Standards, OB Grcular A 128,
State Single Audit Cuidelines, and professiona

st andar ds.

2. Provider Audits. OPRA shall performthe desk review for
provider audits with nore than one source of funding
within the Departnent. The program division shal
performthe desk review for provider audits with a single
source of funding within the Departnment. The purposes of
the desk review are to determ ne whether the audit neets
the requirenments of CGovernment Auditing Standards, OVB
Crcular A-133 (if applicable), Provider Agency Audit
Qui de, and professional standards.

Request for Additional Information. |If the audit report does not

nmeet the applicable requirements for an audit of its type, the desk
reviewer shall informthe audited agency in witing of what changes
or additional information are needed in order for the audit report to
be acceptable. The letter shall indicate that the agency shoul d
provide these itens within thirty (30) days of the date of the
letter.

Audi t ed Agency Response. |If the desk reviewer requests additiona
materials and/or corrections to the report, the audited agency and/or
its auditor shall provide the information necessary to make the
report acceptable, and the agency shall forward the requested itens
to the desk reviewer.

Fol l owup with Audited Agency. The desk reviewer shall nonitor
recei pt of responses fromthe audited agency, followup on late
responses, and recomrend sanctions when appropri ate.

Fraud, Illegal Acts and Irregularities. The desk revi ewer shal
informthe Director of OPRA of any fraud, illegal acts, or
irregularities disclosed in the audit report. The Director shal
informthe Departnent's Chief Financial Oficer, the Departnent of
Adm ni stration, the appropriate | aw enforcenent agencies, and/or the
appropriate federal and state grantor agencies as conditions warrant.

Monitor Desk Review. OPRA shall nonitor the progress of the desk
revi ew process using a tracking system which includes such
information as reviewer perform ng the desk review, date of any
requests for additional information, date of adequate response, and
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date of acceptance for resolution of audit coments. The program
di vi sions shall keep OPRA apprised of the status of the review
process for audits for which the programdivisions performthe desk
revi ew.

Audits Needi ng Special Attention. As part of the Departnent's effort
to effectively nonitor financial and program performance of its sub-
reci pients, OPRA shall also include in its tracking systema nethod
for nmonitoring information on the results of desk review, resolution
and inplenmentation of corrective action plans for agencies which may
be having significant problenms in the administration of their
financi al assistance prograrns.

Determ nation that an audit report should be given special nonitoring
attention depends on judgnents made by OPRA and division staff.
Factors which would normally indicate that an audit should be given
speci al attention include:

Evi dence of fraud or potential fraud.
Mat eri al non-conpliance (material as indicated by the
auditor).
1 Material internal control weaknesses (material as

i ndi cated by the auditor).
Doubt s about the agency's ability to continue as a going
concern.
O her auditor comments or conditions, such as
significant anmounts of funding to be returned to
the state as determined in the resolution process,
reportabl e conditions, numerous findings of non-
compl i ance, and uncorrected on-goi ng probl ens.

Program di vi sion and OPRA staff are jointly responsible for
identifying those audits which warrant special nonitoring attention
and for notifying the Director of OPRA of such designation. Al

audi ts designated as needi ng special nonitoring attention shall be
periodically re-evaluated to determ ne whether the additiona
monitoring efforts should continue.

RESOLUTI ON OF AUDI T COMVENTS

Resol ution of audit conments is the process of review ng audit
comment s and managenent's responses and corrective action plan to
determ ne whether the corrective action plan adequately addresses the
audit conments and to determne the cash effects, if any, of the
audit conments. Depending on the type of audit and the sources of
fundi ng received by the auditee, resolution nmay be perforned by
program di visions within the Departnent or by other State
Departnents. |In order to ensure conpl eteness and consi stency for
resolution of audit conments related to Departnment prograns,

resol uti on procedures shall be formally established by OPRA and by
the program di vi sions and shall be distributed to the appropriate
OPRA and program di vi si on enpl oyes. OPRA shall nonitor the

resol uti on process and follow up on |l ate resolution responses.
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Deadline for Resolution. As a goal, resolution of audit conments
shoul d be conpleted within thirty (30) days of report acceptance, but
in every instance resolution shall be conpleted within a time period
necessary to allowfinialization within 180 days of the receipt of an
acceptabl e audit.

Distribution of Resolution Materials. For A-128 audits for which the
Departnent is the state cogni zant agency, OPRA shall distribute
report materials to the audit liaisons in the appropriate program

di vi sions and ot her state agencies which provided financi al

assi stance to the audited agency. For A-128 audits for which another
agency is the state cogni zant agency and for provider audits for
entities with funding from nore than one division within the
Departnent, OPRA shall distribute report materials to the audit
liaisons in the appropriate divisions. (The program divisions have
al ready received audits for provider agencies for which their
division is the only source of funding fromthe Departnent.) The
audit liaisons in the programdivisions shall distribute resolution
materials as required within their respective divisions.

Resol ution of Audit Comments. Program divisions shall resolve any
audit conments related to prograns fromtheir division and determn ne
whet her managenent's proposed corrective action plan is acceptable
and whet her resolution of audit coments results in cash adjustnents.

OPRA shal |l coordinate resolution of audit comrents that affect
prograns from nore than one division.

Resol ution of audit comments shall i ncl ude:

1. Soliciting input fromthe appropriate Departnent program
and adnministrative staff for the prograns affected by the
audi t comments.

2. Determ ning the cash effects of audit conments and
guestioned costs based on such factors as the nature of
the audit comments, the anount of questioned costs, the
corrective action plans, terns of the contracts, funding
source restrictions, and Department policies.

3. Det er mi ni ng whet her any of the auditor's coments
warrants corrective action. Depending on the program
division's internal policy and on the resol ver's judgment
of the significance of the audit comment, resolution may
i nvol ve coordinating with the agency to develop a form
corrective action plan.

Corrective Action Plan. If the programdivision deternines that a
corrective action plan is required and if an acceptable corrective
action plan was not received with the report materials, the program
di vision shall contact the audited agency and request that a
corrective action plan be prepared and sent to the program division.
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1. The elenents of a corrective action plan are:

a. VWhat will be done to correct the problem
b. VWho is responsible for inplenentation of the plan
C. VWhen the plan will be inplenented

OPRA wi || be avail abl e upon request to provi de assi stance on

technical matters and for audit comrents cutting across division
boundari es.

The program division shall review the corrective action plan to
determ ne whether the corrective action plan adequately addresses the
def i ci enci es.

VWhen t he program division and the audited agency have reached
agreenment on the content of the corrective action plan and the
timetable for inplenenting the plan, the program division shal
obtain witten agreenment that the audited agency will inplenent the
corrective action plan. At this point, the audit comment can be
considered to be resol ved.

The program division shall nonitor the inplenmentation of the
corrective action plan. This may include requiring the audited
agency to ensure that the audit contract for the subsequent period

i ncludes verification of inplenmentation of the corrective action

pl an. Wien nonitoring audits requiring special nonitoring attention
(See Section Il Desk Review -Audits needing Special Attention), if
the program di vi sion determ nes that the agency has failed to

i npl ement critical conponents of the corrective action plan, the
program di vi sion shall notify OPRA of this fact and the division's
pl ans for seeking conpliance with the plan.

If the audited agency does not provide an acceptabl ecorrective
action plan or if the agency does not inplenment the agreed upon
corrective action plan, the programdivision may consi der additiona
steps, including inposing sanctions, to encourage devel opnent and/ or
i npl ementati on of an acceptable corrective action plan

Division Sign-off. Wen A-128 audits or provider audits for agencies
with nmultiple funding sources show audit comments the program

di vision shall send a sign-off to OPRA indicating that the resol ution
has been conpleted. |If the division identified a cash adjustment as
a result of resolution of audit comments, the sign-off should al so
identify the amount of the adjustnent, the affected progran(s), and
the nmet hod by which the adjustnment will be (or was) nade.

Monitor Resolution. OPRA shall maintain a systemfor tracking the
progress of the resolution process, including such information as who
is responsible for resolution, the date the resolution materials were
sent, and whether sign-offs have been received. Periodically, OPRA
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shall follow up on outstanding resolution responses, requesting
specific informati on on when resolution is expected to be conpl et ed.

Reporting to the Secretary. OPRA is responsible for reporting to the
Secretary on delays in resolution of audit reports which indicate
mat eri al probl ens.

CASH ADJUSTMENTS

The division initiating the cash adjustnent shall notify the BFS-
Preaudit Section of all cash adjustnents, including paynents and
recoveries. |If cash adjustments need to be nade t hrough CARS as a
result of the resolution of the audit coments, the office or

di vi sion whi ch perforned the desk review shall send a nmenorandumto
the Preaudit Section describing the anount(s) and coding for the
adjustnents resulting fromA-128 audits. The BFS-Preaudit Section
wi || approve or disapprove the paynent method through the Comrunity
Ai ds Reporting System (CARS) or through other appropriate neans.

Cash adjustments associated with A-133 (Non- Governnental ) audits are
to be recorded in the FM5 accounting records as accounts payabl e or
receivable at the tinme the audit is resolved. Divisions are to
prepare the required journal voucher for the payable or receivable
and forward it to the Chief, BFS Preaudit, along with a copy of the
draft resolution letter. |Indicate on the journal voucher if the cash
adjustnent is to be made through the CARS system or if the division
will proceed with the adjustnent.

In addition, divisions are to quarterly submt a status report to
OPRA and BFS on the audit adjustnents remaini ng outstandi ng.

FI NALI ZAT1 ON

Finalization is the process of notifying interested parties that the
review and resol ution process is conplete. Depending on the type of
audit and the source of funding, finalization nmay be perforned by the
program di vi sion or by OPRA. Finalization perfornmed by the program
di vision would involve only the Departnment's interest in the audit.
Finalization performed by OPRA may involve the entire state's
interest in the audit or just the Departnent's interest. OPRA shal
monitor the finalization process for all audits involving financial
assi stance fromthe Departnent.

Deadline for Finalization. The final letter is due within 180 days
of the receipt of the report by the Departnent.

Final Letter. Wen resolution is conplete, OPRA or the program
di vi sion which perforned the desk review shall prepare a Final
Letter.

1. For A-128 audits for which the departnment is the
cogni zant state agency as determ ned by the State Single
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Audit Cuidelines, OPRA shall wite to the audited agency
and send copies of the Final Letter to the applicable
program di vi si ons.

2. For A-128 audits for which another state agency is the
cogni zant state agency, OPRA shall wite to the cogni zant
agency and send a copy of the Departnment's sign-off to
t he applicabl e program di vi si ons.

3. For provider audits for agencies with multiple funding
sources within the Departnent, OPRA shall wite to the
audi t ed agency and send a copy of the Final Letter to the
appl i cabl e program di vi si ons.

4. For provider audits for agencies with a single funding
source within the Departnment, the program division shal
wite to the audited agency and send a copy of the Fina
Letter to OPRA

El enents of a Final Letter. Wen applicable, Final Letters witten
by OPRA will consider the comments and reflect the resol ution

deci sions nade by the program divisions or other departnents. The
Final Letter should include an indication that the Departnment and the
audi t ed agency have reached agreenment on the form of corrective
action plan and that progress in inplementing the plan will be

nmoni tored by the Department and checked by the auditor in the
subsequent audit.

Monitoring Finalization. OPRA shall maintain a system for nonitoring
the progress of the Finalization process. The systemshall include
such information as the reviewer responsible for finalization and the
date of the Final Letter.

REFERENCES

OVB Circular A-128 "Audits of State and Local Governnents”

OMB Gircular A-133 "Audits of Institutional H gher Education and O her Non-
Profit Institutions”
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ATTACHVENT A

STATE COGNI ZANT RESPONSI Bl LI TI ES

Through the State Single Audit Cuidelines, issued by the Departnent of

Adm ni stration, the State of Wsconsin has established a systemof state
cogni zant agencies to oversee inmplenentation of the A-128 audit

requi rements at the grantee level. The Quidelines designate the Departnent
of Health and Social Services to be the state cogni zant agency for
Counties, 51 Boards, Indian Tribes, and certain other entities. According
to the Quidelines, the Departnent's responsibilities include:

1. Provi di ng technical assistance and serving as the state liaison to
grant ees and i ndependent auditors.

2. Perform ng desk reviews of single audit reports for conpliance w th
the reporting requirenents and for report contents.

3. Conducting quality control reviews of the work of independent auditor
who conpleted selected single audits to determ ne whether the
auditors have followed the required auditing standards and gui delines
for single audits.

4. Advi sing the grantee, in witing, if the audit does not neet the
single audit requirenments. The grantee will be expected to work with
the i ndependent auditor to take corrective action so that the audit
report i s acceptable.

5. Inform ng other affected state and federal agencies and appropriate
| aw enforcenent officials of any reported instances of fraud, illegal
acts or irregularities.

6. Resol ving audit findings of programs adm nistered by its agency and
coordinating the resolution of Internal Control audit findings that
af fect the prograns of nore than one agency. Coordination
responsi bilities include:

1 Coordi nating the resolution process with the appropriate state
grant or agency(s) when crosscutting internal control findings
are reported, and

Ensuring the resolution process is conpleted within six nonths
fromthe receipt of the audit report.

7. Sending final letter of acceptance of the single audit to the auditee
and grantor agencies upon conpletion of audit finding(s) resolution
process and/ or when unacceptable audit reports or work have been
corrected.
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ATTACHMENT B
TERM NOLOGY

Audit An audit is the determ nation of the degree of correspondence

bet ween quantifiable informati on and established criteria through the
accunul ati on and eval uati on of evidence about the quantifiable informtion.
Audits covered by this policy and procedures statement nmay have been
perfornmed under the requirements of OMB Circular A-128 and the State Single
Audit Cuidelines for |ocal governments or OMB Circul ar A-133 and/or the
Provi der Agency Audit uide for provider agencies.

Audit Comments Auditor's comments on internal control weaknesses or
compl i ance findings, such as material weaknesses, reportable conditions,
mat eri al conpliance findings, non-material conpliance findings, nanagenent
letter itenms, and fraud report comrents.

Audi t ed Agency or Sub-recipient A local governnent or a provider agency
whi ch has contracted with the Departnent to receive federal or state
financi al assi stance.

Audi tor The independent Certified Public Accounting firm which perforned
the audit of the grantee agency.

G ant or agency The state agency or the division within the Departnent of
Heal th and Soci al Services whi ch awarded pass-through or state financia
assi stance to the grantee

OPRA O fice of Program Review and Audit, Departnment of Health and Soci al
Servi ces.

Program Division The division within the Departnment of Health and Socia
Servi ces whi ch awarded pass through or state financial assistance to the
gr ant ee.




